Abstract
INTRODUCTION
The People's Republic of China ("PRC,""China" or "Mainland China") is the world's largest exporter and second largest importer. 1 China is the only developing country other than Russia on the list of the world's top ten exporters. 
A. Introduction to Special Economic Zones
The predecessors of modern SEZs have existed for centuries. 4 These took the form of entrepôts (trading posts) and municipal free storage areas. 5 In 1959, the first modern SEZ was established in Ireland. 6 For the next eleven years, most of the world's SEZs were located in industrialized countries. 7 This shifted in the 1970s.
Since then, SEZs were typically created in developing countries seeking to promote foreign investment and trade. 8 The PRC established its first four SEZs in 1980. 4 SeeFarole, Thomas &Akinci, Gokhan, Special Economic Zones: Progress, Emerging Challenges, and Future Directions, WORLD BANK (Farole, Thomas &Akinci, Gokhan, eds., 2011), pg. 3, available at http://issuu.com/world.bank.publications/docs/9780821387634; see also e.g., Archer, E.G., Gibraltar, Identity and Empire, ROUTLEDGE (2006) , pg. 54. 5 SeeFarole, Thomas &Akinci, Gokhan, fn. 4 at 3. 6 Id. 7 See id. 8 See id. 9 China's Special Economic Zones, HOFSTRA UNIVERSITY (last visited Sept. 21, 2014), available at https://people.hofstra.edu/geotrans/eng/ch5en/conc5en/China_SEZ.html.
SEZs have the potential to substantially benefit a nation's economy by promoting international trade. 10 They utilize diverse methods of increasing trade and investment including reducing taxes and duties, relaxing customs regulations, instituting land-use privileges, and permitting access to otherwise restricted industries.
11
These methods provide many incentives for foreign trade and investment. However, they also bring with them several disadvantages for the government that is establishing SEZs. The most obvious disadvantage is revenue loss from financial incentives. SEZs also encounter issues with traders that take advantage of the inexpensive land rates by purchasing more land than they would use and subsequently selling it at higher prices.
B. Types of Special Economic Zones
Governments will create distinct types of SEZs to promote specific aspects of trade and foreign investment. Although there is no single global definitions for the types of SEZ, the general working definitions are more than adequate for the purpose of introducing SEZs. This subsection discusses each primary type of SEZ, beginning with the FTZ. The PRC has several of the types of SEZs discussed above. As many of its SEZs are further categorized pertaining to industry or governmental association, this subsection divides China's SEZs into four broad categories: (1) China-specific SEZs, (2) industrial zones, (3) EPZs, and (4) bonded logistics parks.
China-Specific Special Economic Zones
The term "special economic zone" is used in China to identify two distinct concepts. It is sometimes used broadly -encompassing FTZs, EPZs, and industrial zones. 29 However, the general understanding of SEZ is that it refers to seven SEZs.
30
This subsection focuses on the definition of SEZ as pertaining to specific economic zones in Mainland China. 32 See id. 33 See id. 34 See id.at 10. 35 See id.at 9. 36 Id.at 10. 37 Id. at 9.
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in the eastern part of Shanghai's city center, and Tianjin Binhai New Area is the coastal district of one of China's four centrally administered municipalities.
38
SEZs attract foreign investment through economic policies, relaxed regulations, and tax incentives that ordinarily are not available in other areas of Mainland China. 39 The national government also allows SEZs more independence related to international trade as well as reduces commonplace political consequences on the market.
40
These SEZs are the largest type of economic zones in China -for example, the Hainan SEZ is an entire province, and the Shenzhen SEZ encompasses almost 400 square kilometers.
41
According to national law, SEZs shall be regulated by their municipal and/or provincial people's congresses. 42 Legally, this means that municipal SEZs such as Shenzhen can be specifically regulated by both municipal and provincial governments, while provincial SEZs (Hainan) and SEZS in centrally administered municipalities (Shanghai New Pudong and Tianjin Binhai) will only be regulated by their respective provincial or quasi-provincial governments. In reality, this legal distinction is not very significant because the regulation of SEZs typically occurs at the local level. 
Industrial Zones
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The PRC has two distinct types of industrial zones: (1) national economic and technological development zones (国家级经济技术开发区) ("ETDZs") and (2) high-tech parks (高新技术园区). These industrial zones focus on developing specific industries, and combine foreign and domestic capital. Having discussed the types of Chinese SEZs, this subsection begins by providing the history of the SHFTZ as well as its purpose and structure. It then explores the overall regulatory differences between the SHFTZ and Mainland China in general.
Finally, it outlines the primary laws and regulations that form the legal backbone for the SHFTZ.
History i. Component Special Economic Zones
The SHFTZ is composed of four pre- The SHFTZ Plan provides that during the initial three years of the SHFTZ, it will focus on reforms concerning foreign investment, trade, financial services, merchandise classification, and currency exchange. 
Organizational Structure
The SHFTZ is composed of a complex structure of governmental organizations that can be categorized into two administrations for industry and commerce ("AICs") 86 and a variety of local offices.
i. Administrations for Industry and Commerce
The SHFTZ is regulated by two local AICs: (1) the Shanghai Administration for Industry and Commerce ("Shanghai AIC") and (2) 
Published By : Universal Multidisciplinary Research Institute Pvt Ltd
Zone Administration for Industry and Commerce ("SHFTZ AIC").
87
These AICs are responsible for managing enterprise registration within the SHFTZ.
88
All companies in the SHFTZ except for financial institutions such as banks and securities companies, insurance companies, and joint-stock limited companies created through stock flotation must use these two AICs' registered capital subscription registration system.
89
The SHFTZ is not subject to China's ordinary minimum registered capital rules.
90
ii. Offices
In addition to being subject to regulations from the national government, Shanghai municipal government, Shanghai AIC, and SHFTZ AIC, the SHFTZ also has various offices which manage the daily operations in the zone. These offices can roughly be categorized as (1) the General Office, (2) departmental offices, and (3) geographic offices.
a. General Office
The General Office functions as the overall administrative center for the SHFTZ.
91
It coordinates foreign affairs issues including interacting with foreign businesses, issuing news releases, and coordinating foreign interaction with domestic 87 See Guanyu Zhongguo (Shanghai) ZiyouMaoyiShiyanquNeiqiyeDengjiGuanli de Guiding (关于中国（上海）自 The SHFTZ allows the establishment of joint educational training organizations, and it also permits foreign healthcare organizations to be established within the zone. 108 Finally, it cancels the equity restrictions for foreign performance agencies.
109
II. Analysis
This article has provided an in-depth discussion of SEZs, both generally and in China, and the SHFTZ. Moving forward, it furthers the discussion of the SHFTZ by analyzing the SHFTZ's underlying goals, effects on China's economy, and potential influence on the national government.
A. Policy Considerations
As discussed above, the SHFTZ was established as a pilot program for increasing foreign investment. The benefits of foreign investment are relatively obvious -more capital, increased access to foreign markets, economic development, and availability of foreign products to domestic consumers. However, foreign investment also has its consequences.
First, foreign investment increases the ability of foreign interests to affect domestic politics. These has been an important policy consideration for China, which historically strongly resisted foreign influence. Second, the incentives utilized to promote foreign investment reduce the funds received by the government.
Decreased minimum capital requirements, relaxed duties and fees, and lowered requirements for interacting with Chinese counterparts all have monetary consequences.
In consideration of the balance between the positive and negative aspects of promoting foreign investment, the national government chose Shanghai, China's financial center and testing ground for economic reform, to minimize the risks involved while maximizing the potential gains. As Shanghai, specifically Pudong, holds the offices of many foreign companies in China, and also hosts conferences and other events that promote trade, consolidating the four existing FTZs allowed the SHFTZ to utilize existing infrastructure and benefit from the proximity to foreign companies.
B. Effects on Trade
The effect that the SHFTZ will have on foreign investment will likely be much greater than its influence on trade with the PRC. The SHFTZ does not make many changes from how the pre-existing FTZs promoted trade, other than opening up trade-related industries to foreign companies. Additionally, China's EPZs and bonded logistics parks provide sufficient incentives to promoting trade with the PRC.
Finally, these incentives only have a minimal effect on foreign interests in trading with China.
C. Influence on National Government
The SHFTZ will have a strong influence on how the national government creates and revises its laws associated with foreign investment and trade. One of the most pressing issues in Chinese politics is how to maintain high yet stable growth. The results of this pilot program will help politicians determine how to move forward as the PRC transitions away from high-risk growth based almost exclusively on manufacturing to a growth-model more similar to those applied in developed countries.
As mentioned before, a consequence of foreign investment is that it allows foreign interests to participate in domestic politics. As the SHFTZ is in Shanghai, and its incentives only apply to the zone itself, the effect of the SHFTZ on national politics is minimal. However, if other areas in China were to implement a similar model for promoting trade, then foreign businesses and their governments may be able to participate more in domestic politics.
III. Proposal
This article makes several suggestions for how the PRC may interact with the SHFTZ and other FTZs in Mainland China.
A. Shanghai Pilot Free Trade Zone
There has been much discussion concerning whether the SHFTZ should expand to encompass the entirety of Pudong New Area. Parties that promote this expansion look to the positive effects of the SHFTZ on foreign investment, and assert that it would similarly increase foreign interest in Pudong New Area. The author disagrees with this view, and suggests that the SHFTZ maintain its present boundaries.
Pudong New Area, which includes Lujiazui, is generally viewed as the best area for foreign offices in Mainland China. It is one of the most developed districts in
China. If the SHFTZ were to expand to include Pudong New Area, then the costs of its incentives would probably outweigh the benefits of the increased foreign investment. Simply put, the national government and Shanghai would lose opportunities to collect revenue from foreign companies that are already interested in Pudong New Area.
Similarly, it is important for Shanghai to reduce the effects of the SHFTZ on the city proper. It is potentially dangerous for a FTZ to be so close to highly populated areas due to pollution concerns. An attractive aspect of Shanghai is that its air quality is significantly better than other cities including Beijing. If the SHFTZ were to affect Shanghai's air quality, then it would also decrease foreigners' willingness to choose Shanghai over China's capital.
Ultimately, it is too soon to make substantial changes to the SHFTZ. The law that established the SHFTZ determined that it would be a pilot program for three years. Accordingly, the author believes that it should exist under its current model, except for making and revising local laws and regulations.
B. China's Free Trade Zones
If the national government determines that the SHFTZ was a successful program, and decides to create additional FTZs in China, then it may consider replacing some of its SEZs with FTZs. Some of China's SEZs, particularly Hainan, encompass very large areas. As areas within SEZs develop and attract more residents, it will become increasingly important to protect against the harmful effects of industrialization.
Thus, these areas could switch from being SEZs to having FTZs in specific areas.
This would allow them to maintain and focus the benefits of free trade, while reducing the effects that it has on populated areas.
Additionally, China may consider reducing the number of industrial parks as it reduces its reliance on manufacturing. Cities may consider combining industrial parks or moving them further away from urban areas. Additionally, the PRC should consider focusing on high-tech parks instead of general industrial parks.
Finally, FTZs will decrease the need for EPZs and bonded logistics parks in adequately developed areas. For these areas, especially coastal second-and third-tier cities, EPZs and bonded logistics parks could be subsumed under FTZs.
CONCLUSION
The Shanghai Pilot Free Trade Zone is an exciting opportunity for China to reevaluate its economic policies associated with foreign investment and trade. Since
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This pilot program for establishing free trade zones in China has two more years to consider how to effectively promote investment and trade while reducing the negative aspects of foreign investment. The SHFTZ will provide valuable data and lessons to the national government asit revises China's policies to promote sustainable growth.
